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DIGEST

——— s - —

WHY THE REVIEW WAS MADE

The General Accounting Office (GAO), as part of 1ts continuing review of
the Medicare program, examined into whether the charges for physicians'
services, as established under the supplementary medical insurance por-
tion of the Medicare program in Texas, were reasonable and consistent
with the applicable law and regulations, whether a means had been estab-
lT1shed to 1dentify physicians who mighi have provided unnecessary ser-
vices, and whether amounts being paid for electronic data processing
services for Medicare claims were reasonable

Legislation enacted by the Congress establishing the Medicare program
provides that payments for physicians' services be based on reasonable
charges and that the determination of the reasonableness of the charges
take 1nto account customary charges for similar services made by the
physicians, as well as the prevailing charges 1n the locality.

Medicare 1s administered by the Social Security Administration, Depart-
ment of Health, Education, and Welfare (HEW). Under a contract with the
Social Security Administration, Group Medical and Surgical Service
(Texas Blue Shield) has been processing and paying Medicare claims for
physicians' services in Texas Organizations performing such services
are referred to a$ carriers

During fiscal year 1969, Texas Blue Shield made supplementary medical
benef1t payments amounting to about $82 mi1l1ion. Total payments made by
all carriers amounted to about $1 5 bill1on, of which about 95 percent
was for physicians' services

FINDINGS AND CONCLUSIONS

GAO's review of a random sample of Medicare claims processed by Texas
Blue Shield during a 3-month period i1n calendar year 1967 showed that:

--Payments were made 1n excess of the charges established by Texas
Blue Shield as reasonable for the services. (Seep 13 )

--Duplicate payments were made. (See p 16 )



--Payments were made without obtaining adequate evidence that the
charges were reasonable That was due, 1n part, to the latitude
of judgment a carrier could exercise in making reasonable-charge
determinations (See p 19 )

--Errors were made 1n coding and recording customary-charge data
These errors contributed to improper payments (See p. 25.)

The resulis obtained from GAO's examination of clawms processed 1n the
3-month period did not provide an adequate basis for statistically
projecting 1ts findings to the entire year Since the average number
and types of claims processed monthly in the 3-month period covered by
this review were about the same as the monthly average for the entire
year and since the same claims-processing procedures were followed for
almost all the year, 1t 1s probable that the problems noted are typical
of the entire year If that was the case, then during that year Texas
Blue Shield paid about $1 mi111on 1n excess of reasonable charges, paid
duplicate claims totaling about $1 million, and paid claims amounting to
about $15 m11T10on without obtaining adequate evidence to determine the
reasonableness of the charges (See p. 12.)

GAO's review showed also that Texas Blue Shield had not implemented ap-
propriate safeguards, contrary to the requirements of its contract with
%he Secretagy of HEW, against payments for unnecessary medical services
See p 26

Subsequent to 1967 Texas Blue Shield revised 1ts claims-processing pro-
cedures, however, a review of 1ts activities completed by the Social
Security Administration 1n October 1969 showed that certain problems
st111 existed Adequate determinations of the reasonableness of charges
for certain types of medical services st111 were not being made, dupli-
cate payments were st111 being made, and an effective method of mini-
m1zing payments for unnecessary medical services sti11l had not been m-
plemented (See p 31 )

During the period June 1966 through January 1968, Texas Blue Shield en-
tered 1nto a series of subcontracts for electronic data processing ser-
vices without obtaining the required prior approval from the Secretary
of HEW The subcontracts did not have the required access-to-records
clause giving the Secretary of HEW and GAO the right to examine perti-
nent books and records of the subcontractor Since HEW did not have
access to those records, the Social Security Administration was com-
mitted to making payments that could have amounted to as much as $6 mi1-
11on without having contractual authority to review the pertinent cost
?ecords g% ?eterm1ne the reasonableness of the subcontractor's charges.
See p .

The Social Security Administration and Texas Blue Shield did not agree
on whether prior approval of the subcontracts or the access-to-records
clause was mandatory GAO believes that such gquestions could have been
resolved promptly 1f the Tanguage of the dispute clause 1ncluded 1n the



carrers' contracts with the Secretary of HEW had been broad enough to
cover these kinds of disagreements

Although some actions have been taken by the Social Security Administra-
tion to i1mprove the processing of Medicare claims by carriers in general
and to improve 1ts overall administration of the program, GAO believes
that further improvements should be made

RECOMMENDATIONS OR SUGGESTIONS

GAO 1s recommending that the Secretary of Health, Education, and Welfare
provide for

--More effective surveillance by the Social Security Administration of
carriers' claims-processing activities (See p. 34 )

--An evaluation by the Social Security Administration of the effec-
tiveness of the corrective action taken or planned by Texas Blue
Sh1eld to improve claims processing, detect duplicate claims, and
minimize payments for unnecessary medical services (See p 34 )

--A review and evaluation of the Social Security Administration's cur-
rent regulations which allow carriers to make certain assumptions
concerning the nature and extent of services provided, to determine
how much latitude the carriers should have 1n determining the rea-
sonableness of charges (See p. 34 )

--Clarification of the circumstances under which prior approval by the
Soctal Security Administration 1s required for subcontracts awarded
by Medicare carriers (See p. 43 )

--Broadening of the disputes clause 1n the carriers' contracts with
HEW to cover all disputes except matters relating to the Secretary's
directives and regulations governing administration of the Medicare
program and termination of the contracts (See p 43 )

AGENCY ACTIONS AND UNRESOLVED ISSUES

HEW advised GAO that 1t had taken and was taking steps to bring about
farther 1mprovements 1n the administration of the Medicare program
Those 1mprovements included the assignment of onsite representatives at
Texas Blue Shield and other large carriers to study the carriers'
claims-processing activities and included also a directive to Texas Blue
Shield to develop a program for 1dentifying duplicate payments made 1n
the past and to esiimate the cost and time required to recover these
payments. (See p. 30 )



GAO was advised also that instructions had been issued prescribing for
each carrier certain controls to minimize payments for unnecessary med-
1cal services (see p 30) and that the Social Security Administration
was negotiating revisions to the carriers' contracts that would require
the carriers to submit for review and approval all subcontracts involving
major functions or substantial Medicare funds (see p 42).

MATTERS FOR CONSIDERATION BY THE CONGRESS

This report 1s being 1ssued to the Congress because of 1ts continuing
concern over the rising costs of medical care being charged to the

Med1care program



CHAPTER 1

INTRODUCTION

The General Accounting Office has made a review of se-
lected aspects of the supplementary medical insurance bene-
fits portion (part B) of the Health Insurance for the Aged
(Medicare) program administered by the Social Security Ad-
ministration (SSA), Department of Health, Education and
Welfare. Part B of the Medicare program covers physicians'
services and a number of other medical and health benefits,
Payments for these services and benefits are made primarily
by some 50 separate organizations under contract with HEW.
These organizations are referred to as carriers.

Our review--which was made at Group Medical and Sur-
gical Service (Texas Blue Shield), the carrier that makes
payments for part B services to beneficiaries in Texas--was
limited to the examination of (1) a random sample of claims
processed and paid by Texas Blue Shield for part B services
to determine whether the payments were made on the basis of
reasonable charges, (2) the carrier's procedures designed to
minimize payments for unnecessary medical services, and (3)
the carrier's contractual arrangements for data processing
services 1ncluding the efforts made by SSA and Texas Blue
Shield to determine the reasonableness of the charges for

these services. The scope of our review is discussed in
more detail on page 44.

Principal officials of HEW responsible for administra-
tion of the activities discussed in this report are listed
1n appendix II,



CHAPTER 2

DESCRIPTION OF PERTINENT FEATURES

OF THE MEDICARE PROGRAM

Title XVIII of the Social Security Act (42 U.S C 1395),
enacted on July 30, 1965, established the Medicare program,
effective July 1, 1966, to provide persons over age 65 with
two basic forms of protection against the costs of health
care. One form of protection, designated as Hospital Insur-
ance Benefits for the Aged (part A), covers inpatient hospi-
tal services and i1s financed by a special social security
tax paid by employees and their employers and by self-
employed persons.

The second form of protection, which 1s the subject of
this report, is a voluntary program, designated as the Sup-
plementary Medical Insurance Program for the Aged (part B),
that covers phyiscians' services and a number of other med-
ical and healtlt benefits. Part B i1s financed by monthly
premiums collected from each participating beneficiary who
has elected to be covered by the program. Effective July 1,
1970, the monthly premium increased from $4 to $5.30. This
amount 1s matched by an equal amount appropriated from gen-
eral funds of the Federal Government. The beneficiary is
responsible for the first $50 for covered services in each
year. This $50 1s referred to as the deductible. Of the
reasonable charges for covered services in excess of $50 in
each year 80 percent are paid under part B of the Medicare

program.

According to SSA about 19.2 million persons were en-
rolled for supplementary medical insurance benefits as of
July 1, 1969. As of that date enrollment in Texas was about

939,000 persons.

PAYMENTS FOR SERVICES ON
THE BASIS OF REASONABLE CHARGES

The Congress, 1in establishing the Medicare program,
provided that payments for physicians' services under part B
be made on the basis of reasonable charges and that, in



determining reasonable charges, the customary charges made
by the physician for his services, as well as the prevailing
charges in the locality for similar services, be considered.

In regulations promulgated to implement the reasonable-
charge criteria set forth in the Medicare law, SSA has de-
fined "customary charge" as the uniform amount which a phy-
sician or supplier charges in the vast majority of cases for
a specific medical procedure or service.

SSA regulations define "prevailing charges" as those
charges which fall within the range of charges most fre-
quently and most widely used by physicians in a locality for
a particular medical procedure or service. SSA regulations
also state that, except for unusual circumstances, the up-
per limit of the range of prevailing charges represents an
overall limitation on charges which the carrier should ac-
cept as reasonable for a given medical procedure or service.

In other words, in reviewing and paying claims under
part B of the Medicare program, the carrier is supposed to
determine that the charge to be allowed does not exceed ei-
ther (1) the individual physician's customary charge for the
service rendered or (2) the upper limit of the prevailing
charges in the area. Furthermore, the reasonable charge can-
not exceed the actual charge made by the physician in a par-
ticular case.

METHODS OF PAYMENT FOR MEDICAI SERVICES

Under part B of the Medicare program, payments in excess
of the $50 deductible may be made either to the physician
(assignment method) or to the beneficiary (direct method).
The choice 15 a matter of agreement between the physician
and the beneficiary. Under the assignment method, the phy-
Sician agrees that he will accept the reasonable charge as
full payment for his services and that he will not bill the
beneficiary for more than 20 percent of the reasonable
charge. Under the direct method, the beneficiary, when ap-
plying for payment, must support his claim with an i1temized
b1ll from the physician. The beneficiary 1s then paid 80
percent of the reasonable charge. Under the direct method,
the payment of the physician's fee 1s a matter between the
physician and the beneficiary.



CARRIERS' ROLE IN ADMINISTERING
MEDICARE PROGRAM

Title XVIII of the Social Security Act authorizes the
Secretary of HEW to enter into contracts with carriers to
participate in the administration of benefits under part B
of the Medicare program The carriers' functions include
(1) determining the rates and amounts of payments on a
reasonable-charge basis, (2) determining the medical neces-
sity of the services, and (3) receiving, disbursing, and ac-
counting for Medicare funds

The reports of the House Ways and Means Committee and
the Senate Finance Committee on the bill (H.R. 6675) that
became the Medicare law expressed the view that the medical
benefits under part B should be administered by private car-
riers because private insurers, group health plans, and vol-
untary medical insurance plans were experienced i1n reimburs-
ing physicirans Both committee reports also expressed the
intent that the Secretary of HEW should, to the extent pos-
sible, enter into contracts with a sufficient number of car-
riers, selected on a regional or other geographical basis,
to permit comparative analyses of their performances

As of July 1, 1969, SSA had contracts with 33 Blue
Shield organizations, 15 commercial insurance companies, and
one State agency, to act as carriers under part B During
fiscal year 1969, benefit payments made by carriers under
part B amounted to about $1 5 billion, of which about 95
percent was for physicians' services. The carriers' admin-
1strative costs reimbursed by SSA during this period amounted
to about $118 million

CARRIER'S AGREEMENT WITH
SECRETARY OF HEW

Texas Blue Shield is the carrier responsible for making
payments 1n the State of Texas under part B of the Medicare
program, Its counterpart for the Medicare, part A, program
1s Group Hospital Services, Inc., (Texas Blue Cross). Texas
Blue Cross and Texas Blue Shield have a common directorate,
and, under an agreement approved by SSA, Texas Blue Cross
has been the contracting and paying agent for Medicare



operations in Texas even though Texas Blue Shield contr
to serve as the Medicare, part B, carrier in Texas

The contract between Texas Blue Shield and the Sec
tary of HEW was entered into on June 22, 1966, and was
fective for the period from February 1966 through June
The contract 1s automatically renewed each year unless
ther party to the contract gives written notice of 1its
tention to not renew

The contract contains the following provisions rel
to access to records and subcontracting.

"Article XIX - EXAMINATION OF RECORDS"

* * * * *

"B The Carrier further agrees to include 1in all
his subcontracts under this agreement a provision
to the effect that the subcontractor agrees that
the Secretary and the Comptroller General of the
United States shall, until the expiration of three
years after final payment for the term of this
agreement, have access to and the right to exam-
ine any directly pertinent books, documents, pa-
pers, and records of such subcontractors, in-
volving transactions related to the subcontract."

"Article XVII - SUBCONTRACTING

"The Carrier shall not enter into any subcontract
to perform any or all of its functions under this
agreement unless such subcontract i1s approved by
the Secretary, and shall enter into leases and
1nto purchase orders for articles, supplies,
equipment, and services only in the manner pro-
vided in Article I of the appendix to this agree-
ment  For the purpose of this Article, a subcon-
tract 1s a contract between the carrier and a
third party to perform any of the functions and
duties set forth in this agreement "

acted
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Article I of the appendix provides, in part, as fol-
lows:*

"A The Carrier may enter 1into leases and may
purchase articles, supplies, equipment and ser-
vices which are necessary for the performance of
the work required under this agreement, exXcept
that the following shall require prior written
approval of the Secretary: (1) *** (2) purchase
orders for materials, as herein specified, or for
services, or leases for equipment, which are pri-
marily to be used for the administration of this
agreement, but only 1f such purhase orders or

leases exceed $25,000 1f on a fixed price basis,
Kk%k 1

During fiscal year 1969, Texas Blue Shield made part B
benef1t payments amounting to about $82 million., Of that
amount, about $28 million was applicable to physicians' sur-
gical services, about $51 million was applicable to physi-
cians' medical services, such as office visits, and about
$3 million was applicable to other services provided to ben-
eficiaries, such as the use of medical equipment, the use of
ambulances, and laboratory fees.

UTILIZATION REVIEW REQUIREMENTS

Texas Blue Shield's contract with the Secretary of HEW
provides, 1in part, as follows-*

"The Carrier shall (A) assist persons who fur-
nish services in the development of procedures
relating to utilization practices, (B) make stud-
1es of the effectiveness of such procedures and
methods for their improvement, and (C) assist

in the application of safeguards against unnec-
essary utilization of services furnished eligible
individuals." (Underscoring supplied.)

The contract provides also that Texas Blue Shield comply
with the regulations and instructions prescribed by the Sec-
retary of HEW for administration of the contract.

10



Instructions 1ssued by SSA direct that the carrier's
claims review process include methods for ensuring that med-
1cal insurance payments are made only for medically necessary
covered services These instructions direct also that, 1f--
after appropriate technical consultation--a carrier concludes
that a service for which a claim has been made was not med-
1cally necessary or that the claim, as represented, improp-
erly reflects the amount or character of service rendered,
the carrier be required to adjust or reject the claim The
instructions direct further that the carrier establish meth-
ods and procedures for identifying patterns in which the
nature or frequency of medical services rendered deviate
from established norms

SURVEILLANCE OF CARRIERS' ACTIVITIES

SSA contract performance review teams make periodic
onsite visits to observe and analyze, among other things,
the carriers' claims-processing procedures and the applica-
tion of the customary- and prevailing-charge criteria. In
addition, the HEW Audit Agency audits the carriers' costs of
administering the program and reviews other carrier activi-
ties, such as claims processing.

SS5A made a contract performance review at Texas Blue
Shield in March 1967 and 1ssued a report on the results of
1ts review 1n May 1967 Also the HEW Audit Agency issued a
report on the results of i1ts review of Texas Blue Shield ac-
tivities in October 1967  Although the audit report con-
tained comments and a recommendation concerning Texas Blue
Shield's subcontract for data processing services (sec
ch 4), neither the Audit Agency's report nor the SSA report
on 1ts contract performance review commented on the proce-
dural inadequacies noted during our review (see ch 3) A
second contract performance review was completed by SSA at
Texas Blue Shield in October 1969.

We were advised by the HEW Audit Agency that it was cur-
rently giving more audit attention to claims paid by car-
riers, to determine whether payments had been made in ac-
cordance with law and regulations

11



CHAPTER 3

w

NEED FOR MORE EFFECTIVE SURVETILLANCE OF

CARRIERS' CIAIMS-PROCESSING ACTIVITIES

We believe that there is a need for SSA to closely
moniter the manner in which carriers process claims for sup-
plementary medical insurance benefits, principally for phy-
sicians' services. Our review of a random sample of claims
for supplementary medical insurance benefits paid by Texas
Blue Shield during the 3-month period ended November 1967
showed that (1) benefit payments had been made 1n excess of
reasonable charges, (2) duplicate payments had been made,
(3) payments had been made without obtaining adequate evi-
dence that the charges were reasonable, and (4) errors in
coding and recording customary-charge data had contributed
to improper payments. Our sample consisted of 400 claims,
all of which we examined for evidence of duplicate payments
and 100 of which we examined in detail for propriety and
accuracy of payments.

Although SSA was aware, as early as September 1966,
that Texas Blue Shield's method for evaluating the reason-
ableness of physicians' charges did not comply with appli-
cable law and regulations, i1t was not until early 1968 that
Texas Blue Shield began applying appropriate reasonable-
charge criteria in processing claims for physicians' ser-
vices.,

Similarly, Texas Blue Shield's procedural 1nadequacies,\
which resulted in the deficiencies enumerated in items
(2), (3), and (4) above, were not corrected nor was action
initiated to correct them until 1968. We estimate that, !
during the 3-month period covered by our review, Texas Blue !
Shield paid about $235,000 in excess of reasonable charges,
made duplicate payments of about $270,000, and paid about
$3.7 million without obtaining adequate evidence as to the
reasonableness of the amounts charged for services provided J

to beneficiraries.

The results obtained from our examination do not pro-
vide an adequate basis for statistically projecting our
findings to the entire calendar year 1967. Since the

12



average numbers and types of claims processed monthly in
the 3-month period covered by our review was about the same
as the monthly average for the entire year and since the
same claims-processing procadures were followed for almost
all of calendar year 1967, 1t 1is probable that the problems
noted during our examination are somewhat typical of the
entire year. If this was the case, 1t would indicate that
during calendar year 1967 Texas Blue Shield made (1) pay-
ments amounting to about $1 million in excess of reasonable
charges, (2) duplicate payments amounting to about $1 mil=
lion, and (3) payments amounting to about 515 million with-
out obtaining adequate evidence of the reasonableness ‘of
charges.

ot

Texas Blue Shield had not implemented appropriate safe-
guards designed to minimize payments for unnecessary medical
services, which safeguards were required by its contract
with the Secretary of HEW, with the result that Texas' Blue
Shield had no assurance that the payments were made for
services which were medically necessary. A review by an SSA
contract performance review team of Texas Blue Shield's
activities showed that, as of October 1, 1969, 1t sti1ll dad
not have an effective review program to ensure that the ser-
vices being paid for had been medically necessary.

In our opinion, more effective surveillance by SSA of
Texas Blue Shield's activities relating to the supplementary
medical insurance benefits program would have resulted in
strengthening procedures and controls for processing claims
and 1n significant reductions in the amounts paid for phy-
sitcians' and other medical services Our findings are dis-
cussed in greater detail in the following sections of this
chapter

PAYMENTS IN EXCESS OF REASONABLE CHARGES

In examining a random sample of 100 claims processed
during the 3-month period and comparing the charges allowed
with the charges that Texas Blue Shield had determined to
be customary and prevailing for the services for which
payments were made, we found that, for 46 services on 23
claims, Texas Blue Shield had paid about $86 in excess of
the reasonable charges for the services. We believe that
this amount was paid because Texas Blue Shield had not

13



followed SSA criteria for determining the reasonableness of
physicians' charges but had used 1ts own criteria which in-
cluded establishing limits within which all charges would
be allowed.

Applying the results obtained from our examination of
the sample to all claims processed during the 3-month period,
we estimate that Texas Blue Shield paid about $235,000 in
excess of reasonable charges during the period. If the
amount paid in excess of reasonable charges during this pe-
riod 1s indicative of the entire year, Texas Blue Shield
could have paid about $1 million in excess of reasonable
charges during calendar year 1967.

Texas Blue Shield's contract with the Secretary of HEW
provides, in part, that

"The carrier shall determine reasonable charges
with respect to services to any eligible individ-
ual ***, 1In determining the reasonable charge
for such services, the carrier shall take into
consideration the customary charges for similar
services generally made by the physician or
other person furnishing such services as well as
the prevailing charges in the locality for sim-
ilar services "

At the start of the Medicare program, Texas Blue Shield
initiated a procedure under which charges, up to a predeter-
mined amount for esach type of service, were considered rea-
sonable and were paid without regard to the applicable cus-
tomary- or prevailing-charge criteria recommended by SSA.
If charges did not exceed these limits, claims were paid
even if the charges exceeded both customary and prevailing
charges for comparable services. For example, Texas Blue
Shield established a $100 minimum for surgical procedures;
however, charges in excess of $100 had to be within $25 of
the customary or prevailing charge. Minimum limits were
established of $15 for diagnostic X-rays and $10 for such
medical services as office visits; however, if the charge
for medical services was greater than $10, the charge had
to be within $4 of the customary or prevailing charge to be
allowed

14



The 100 claims included in our sample contained charges
for 902 services We could not compare charges for 481
services with customary or prevailing charges because suffi-
cient data on the physicians' charges for some services had
not been accumulated. Other services were paid for without
obtaining adequate evidence as to the nature or frequency
of the services provided, and some were duplicates of ser-
vices for which payments had already been made. For the
remaining 421 services, our comparison of the amounts al-
lowed with the customary and prevailing charge data main-
tained by Texas Blue Shield showed that 46 charges on 23
claims had exceeded the reasonable charges by a total of
$85.60. Examples of amounts allowed 1n excess of reason-
able charges are as follows

Amount
Allowable allowed in
under excess of
Established Texas Blue Amount established
Service reasonable Shield's allowed reasonable
provided charge criteria (note a) charge
Surgery $335.00 $360.00 $350.00 $15.00
Home wvisit with
professional
care 11.00 19.00 15.00 4,00
Hospital visits
(four) 28.00 40,00 40,00 12.00
Office visits
(six) 48.00 60.00 54.00 6.00
Diagnostic X-ray 7.00 15,00 10.00 3.00
Complete physical
exam 20.00 24,00 25.,00b 5.00
Electrocardiogram 10.00 24,00 15,00 5.00
Routine home visit 6.00 10.00 10.00 4,00
Hospital care 25.00 39,00 35.00 10.00
Hospital visit 20,00 24,00 30,00P 10.00

%In each case, the amount allowed was the same as the physician's
actual charge for the particular service provided.

Amount allowed exceeded the amount allowable under Texas Blue

Shield's criteria because of an error in determining the reason-
able charge.

15



In September 1966, SSA advised Texas Blue Shield that
1ts method of evaluating the reasonableness of physicians'
charges did not comply with applicable laws and regulations.
Alchough SSA made several follow-up inquiries on this mat-
ter, Texas Blue Shield continued to use 1ts own method
Thus for another 16 months some payments exceeded reason-

able charges

In December 1967, we were advised by Texas Blue Shield
that a new method of determining reasonable charges that
would eliminate the use of preestablished limits would be
implemented Early in 1968, Texas Blue Shield discontinued
the use of 1ts preestablished limits and began applying the
customary- and prevailing-charge criteria, prescribed by
SSA, to physicians' charges

Texas Blue Shield's medical director advised us 1in
August 1968 that the number of claims for which reasonable
charges had been determined to be less than the amounts
billed had increased from about 3 percent of the claims paid
before February 1968 to about 12 percent of the claims paid
after February 1968 when paymencs were limited to the lesser
of customary or prevailing charges

DUPLICATE PAYMENTS

Our examination of a random sample of 400 claims pro-
cessed during the 3-month period showed that Texas Blue
Shield had made duplicate payments totaling about $402 for
70 medical services on 13 claims. Our review of the 13
claims showed that most of the duplicate payments resulted
from coding errors which rendered Texas Blue Shield's
duplicate-claim edit procedure ineffective or from the pro-
cedure's not providing for an effective cross-check of
claims processed on the same day.

Applying the results obtained from our examination of
the sample to all claims processed during the 3-month period
covered by our review, we estimate that Texas Blue Shield
made duplicate payments totaling about $270,000 on about
8,800 claims during that period. If the rate and amounts
of duplicate payments made during this 3-month period are
indicative of duplicate payments made during the entire
year, Texas Blue Shield could have made duplicate payments

16



totaling about $1 million on about 35,000 claims during
calendar year 1967

We noted that Texas Blue Shield used a computerized
duplicate-claim edit procedure This procedure involved
comparing data on claims in process with similar data on
claims paid The data compared included (1) physicians'’
identification numbers, (2) beneficiaries' health insurance
benefit numbers, (3) types of services provided, and (4)
dates of services provided We were advised by a Texas
Blue Shield official that claims containing data identical
to that contained in claims previously paid were rejected
by the computer and submitted to a review section for fur-
ther investigation

We found that, although the above procedure was being
followed by Texas Blue Shield, coding errors made by claims
examiners (see p. 25) resulted in duplicate payments' be-
ing made on 11 of the 13 claims we reviewed. For example,
one duplicate payment was made because a claims examiner,
in coding the claim for processing, had used the date on
which the beneficiary had paid for the service rather than
the date on which the service had been provided. As a re-
sult of this coding error, Texas Blue Shield's duplicate-
claim edit procedure did not detect the duplicate payments,

Duplicate payments were made also because the original
claim and the duplicate were processed on the same day
Consequently, payment history for the original claim was
not yet available for comparison with the duplicate claim
being processed Texas Blue Shield advised us that, for
periods subsequent to that covered by ocur review, a com-
puter procedure, which, it believed, should prevent this
type of error in the future, had been initiated to cross-
check claims processed on the same day

The Assistant Secretary, Comptroller, HEW, advised us
in June 1970 that the carrier then had a satisfactory mechod
for detecting duplicate claims. Steps had also been taken
to improve the processing of claims by giving additional
training to the coding staff and by establishing a quality
control system We were advised also by HEW that*
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"Jith respect to the duplicate payments made
during past periods, the carrier has been di-
rected to develop a program for identifying the
duplicates and to estimate the cost of recovery
and the time required to complete recovery."
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PAYMENTS MADE WITHOUT OBTAINING
ADEQUATE EVIDENCE THAT CHARGES WERE REASONABLE

Our examination of a random sample of 100 claims pro-
cessed during the 3-month period showed that Texas Blue
Shield made payments totaling $1,336,11 for 194 services op
27 claims without obtaining adequate evidence that the
amounts charged for the services were reasonable, On the
basis of these result, we estimate that, during that 3-month
period, Texas Blue Shield paid claims amounting to about
$3.7 million without obtaining adequate evidence that the
amounts charged for the services were reasonable. Assuming
that the payments so made during the 3-month period covered
by our review was indicative of such payments made during
the entire year, Texas Blue Shield could have paid as much
as $15 million during calendar year 1967 without obtaining
adequate evidence of the reasonableness of the charges.

Our examination did not include a determination of the ex-
tent of overpayments which may have resulted from this lack
of evidence,

The Social Security Act provides that payments for phy-
sicians' services be made on the basis of reasonable charges.
SSA instructions provide that the carrier assure itself that
medical insurance payments are made only for medically nec-
essary, covered services. We believe that the carrier, to
comply with these requirements, would have to know the nature
and the frequency of the services rendered by physicians,

Our examination of the random sample of 100 claims
showed also that payments for 167 services had been pro-
cessed without adequate evidence of the nature and the fre-
quency of services provided or that the services were cov-
ered under the Medicare program. Some examples of inade-
quate evidence of the nature and the frequency of services
follow:

Claim 1

A physician submitted a claim, dated June 21, 1967, in
the amount of $315 for medical care provided to a Medicare
beneficiary. Included in the claim were two charges, total-
ing $210, for inpatient hospital care. One charge of $50
was described as being for medical care in hospital provided
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during the period April 10 to 19, 1967. The second charge
of $160 was a package charge described as being for inci-
sion and drainage of hematoma (tumor on right hip), medical
care in hospital, and multiple transfusions provided during
the period May 10 to June 12, 1967,

In processing the claim, Texas Blue Shield concluded
that the incision and drainage was a minor procedure that
did not warrant separate coding. It assumed that the ser-
vices provided were routine hospital visits and that the
physician visited the patient once a day for 32 days. On
the basis of the carrier's assumptions, the average charge
for these visits was $6.,56. We noted that the physician's
customary charge for routine hospital visits, as estab-
lished by the carrier, was $5.

Claim 2

A Medicare beneficiary submitted a claim, dated June 12,
1967, in the amount of $142.80 for various medical services
provided to him during the period January through May 1967.
Among the services for which payment was requested were
four routine office visits at $6 each,

The beneficiary requested payment also for one service,
described by the physician only as professional services,
in the amount of $7. Because of the amount of the physi-
cian's charge, Texas Blue Shield assumed that this service
was also a routine office visit and paid the amount without
obtaining additional information as to the nature of the
service or as to whether the professional services provided
were medically necessary and covered under the Medicare pro-
gram,

We believe that, for both of these claims, Texas Blue
Shield should have requested additional information to deter-
mine the nature of the services provided and the reason-
ableness of the charges.,

The remaining 27 services involved medical services,
other than physicians services, for which Texas Blue Shield
had not established a basis for determining the reasonable-
ness of the charges., For example, two claims containing
charges for ambulance service for $17.50 and $25,
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respectively, were submitted by two beneficiaries and were
paid by Texas Blue Shield without a determination of the
reasonableness of the charges because 1t had not compiled
charge data for this type of service. Therefore there was
no assurance that the amounts paid were reasonable in rela-
tion to the services provided,

Our findings on these 27 services were discussed with
the medical director of Texas Blue Shield in July 1968, He
advised us that reasonable-charge information was being
comprled for such medical services as ambulance service and
prosthetic devices and that, when sufficient data had been
compiled, claims for such services would be subjected to a
reasonable-charge determination. Until that time, such
claims were to be paid on the basis of subjective determina-
tions made by Texas Blue Shield.

Emergency claims processing procedures

Because of a nationwide backlog of unpaid Medicare
claims, SSA instituted temporary, emergency claims-
processing procedures in fiscal yesr 1967, These proce-
dures were designed to expedite the payment of claims. SSA
was particularly concerned at the time with the number of
claims which were being returned to the physician or bene-
ficiary or which were being delayed because they had not
completed the claim forms or had not furnished adequate
data to support the claims,

The emergency procedures were established initially
for claims covering services provided prior to April 1,
1967, and were subsequently extended to include claims for
services provided through the latter part of calendar year
1967. The procedures provide, in part, that

1. A claim may be processed if the description of the
1llness or injury or the place where the services
were received 1s missing or incomplete, provided
that this information can reasonably be inferred
from other information on the claim, the bill,

prior claims, or other information available to
the carrier.

2. In the absence of indications to the contrary, the
carrier may assume that the services for which a
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claim 1s made are covered services and that the
1llness or inju.y was not work related.

3. The carrier may make payment on the basis of a re-
ceipted bill only 1f the enrollee is clearly iden-
tified, there 1s sufficient information on the bill
for a reasonable-charge determination, and the ser-
vices appear to be connected with the same illness
for which a claim was previously filed.

Texas Blue Shield officials advised us that the emer-
gency claims-processing procedures permitted them to make
assumptions relating to types and frequency of services
provided. We recognize that the emergency procedures autho-
rized Texas Blue Shield to make payments under certain cir-
cumstances without obtaining information in addition to that
provided in support of the claim. We believe, however, that
the circumstances involved in most of the claims paid with-
out adequate evidence that the charges were reasonable were
not of the types covered by the emergency procedures. On
the basis of our analysis of the 194 services for which pay-
ments had been made without adequate evidence that the
charges for the services were reasonable, we concluded that
about 16 percent of the payments could have been justified
under the emergency procedures. We believe also that the
remaining 84 percent of the payments should have been ques-
tioned by Texas Blue Shield and that more information should
have been obtained about the types and frequency of services
performed to determine whether the amounts charged for these
services were reasonable.

In July 1968, SSA revised its regulations and informed
the carriers that certain assumptions could be made regard-
ing the type and extent of evidence needed to support claims.
The revised regulations state, in part, that, if a claim for
services rendered does not clearly specify the nature and
frequency of the services or if there 1s any question
whether the same type of service was rendered in each 1in-
stance, the carrier, to resolve the question, should either
obtain this information or use 1ts judgment and knowledge of
the practices of the physician or supplier in charging fees.
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The revised regulations cited an example in which a
claim may be submitted showing July 10 to 20 as the period
during which medical care was rendered and a charge of $95
for visits made by a physician to a hospital inpatient.
Assuming that the physician visited the patient once a day
for 11 days, the average charge for each visit would be
$8.63. This would be an indication that the physician had
not visited the patient 11 times during the ll-day period,
that the charges and services rendered during the period
were not identical, or that the physician had made a pack-
age charge for the period of treatment rather than an indi-
vidual charge for each service. The carriers were advised
to resolve such problems by either (1) consulting with the
patient or the physician or (2) exercising their judgment
as to whether the physician had made a package charge or
whether the $95 charge was for one visit at $15 and 10 vis-
1ts at $8 each. Then, 1f the assumed amounts satisfy the
customary and prevailing charge criteria, the carrier nay
determine that the charges were reasonable,

The Social Security Act provides that payments to phy-
sicians be made on the basis of reasonable charges. We be-
lieve that, to determine the reasonableness of charges, a
carrier should be required to obtain sufficient information
to establish the nature and frequency of the services pro-
vided. 1In our opinion, the latitude of judgment which a
carrier may exercise under existing regulations precludes
assurance that charges are reasonable for many of the ser-
vices rendered, Furthermore, any erroneous data recorded
1n the physicians' customary-charge profiles as a result of
inadequate i1nformation could adversely affect future deter-
minations of reasonable charges.

In June 1970, the Assistant Secretary, Comptroller,
HEW, 1n commenting on our finding, stated that the July 1968
revision to SSA's Medicare regulations was intended to avoid
unnecessary checks of hospital records or consultations with
physicians when information needed to properly process
claims could be obtained some other way. He advised us
also that:

'""We have already determined that more work needs
to be done where carrier judgment 1s permitted in
making reasonable charge determinations for
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package charges, per diem charges **%, and com-
bined charges for services rendered during an in-
clusive period., In addition, where carriers use
judgment, they have not always properly docu-
mented their records to show the basis for their
determination,

"We have already asked carriers to pinpoint
charges for services actually rendered as op-
posed to merely accepting global fees for in-
patient hospital visits. *%%* BHI [Bureau of
Health Insurance, Social Security Administration]
1s now developing a manual instruction on verify-
1ng charges for actual visits shown on a claim,
and for verifying the frequency of visits i1in per
diem charge claims where the carrier has reason
to suspect that visits were not made frequently
enough to support the per diem charge."

Furthermore, we have been advised by HEW that, to pre-
vent paying claims without proper documentation, Texas Blue
Shield now requires identification of all services prior to
paying the claims,
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ERRORS IN CODING AND RECORDING
CUSTOMARY-CHARGE DATA

In our review of the sample of 100 claims, we found
errors in the coding or recording of essential data relat-
ing to 56 services on 19 claims. Payments to physicians
are required to be made on the basis of reasonable charges
as determined by the carrier. The Social Security Act pro-
vides that, in determining reasonable charges, the carrier
consider customary charges made by the physician for his
services, The carrier develops for each physician a
customary-charge profile by recording his charges for like
services rendered in the past. These charges include those
for services rendered to persons insured under private in-
surance and under other Government insurance programs. The
carrier then determines the amount the physician most fre-
quently charges for each specific service.

Although, with one exception, the errors we noted 1in
our review of the sample of 100 claims did not affect the
amount of payment, the coding errors we noted in the 400
claims we reviewed to detect duplicate payments (see p, 16)
did result in duplicate payments. In addition, these cod-
ing errors may have resulted in a distortion of the physi-
cians' customary charges as maintained in the profiles
which are used as a basis for determining reasonable charges,
Further, we believe that these errors, when considered with
the other errors which resulted in duplicate payments as
discussed previously, indicate a need for Texas Blue Shield
to institute quality-control measures in 1ts claims-
processing procedure to reduce the incidence of errors.

We found also that Texas Blue Shield evaluated the
work of its claims examiners on the basis of the number of
claims processed and that the quality of their work was
generally not subjected to formal review. We found further
that Texas Blue Shield's system for reviewing Medicare
claims did not include a quality check or postaudit, After
we completed our review, officials of Texas Blue Shield ad-
vised us that the work of claim examiners would be evaluated
on the basis of the quality, as well as the quantity, of
the Medicare claims processed.
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NEED TO STRENGTHEN PROCEDURES TO MINIMIZE
PAYMENTS FOR UNNECESSARY SERVICES

At the time of our review, Texas Blue Shield had a
system for i1dentifying physicians who might have provided
unnecessary services, We were advised by the medical di-
rector of Texas Blue Shield, however, that 1t did not have
specific procedures for investigating the physicians who
the system indicated might be providing unnecessary ser-
vices. He advised us also that a few claims for unneces-
sary services had been noted by the claims examination sec-
tion and that claims filed by certain physicians had been
placed under special observation. As mentioned previously,
Texas Blue Shield's contract with the Secretary of HEW re-
quired Texas Blue Shield to assist in the application of
safeguards against unnecessary medical services.

The system established by Texas Blue Shield to identify
physicians whose patterns of charges and services are un-
usual provides for comparing certain information regarding
physicians' services and charges with predetermined norms.
The system also calls for the preparation of a report list-
ing the names of those physicians whose charges and/or ser-
vices exceed the norms.

For comparative-analysis purposes, eight different
norms were established as follows: (1) number of charges
per month, (2) amount of charges per month, (3) amount per
patient per month, (4) number of patients per month,

(5) number of charges per patient, (6) amount per charge per
patient, (7) amount of charges for 6 months, and (8) number
of charges for 6 months, The claims data, as submitted by
physicians, 1s compared with the norms, and a listing 1is
prepared that identifies those physicians whose services or
charges exceeded any one of the predetermined norms for at
least 4 different months during the 6-month period covered

by the report.

In October 1967, Texas Blue Shield, using data ac-
cumilated from the beginning of the program to about March
1967, prepared a report which named 590 physicians (about
5 percent of all physicians) and other suppliers in Texas
who had submitted Medicare claims during this period and
whose services or charges exceeded the established norms.
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At the time of our review, however, no action had been taken
to determine whether medical services had been rendered un-
necessarily or whether other irregularities existed in the
cases 1n which the norms had been exceeded. 1In March 1968,
the medical director of Texas Blue Shield advised us that

no routine follow-up procedure for investigation of ques-
tionable claims or other irregularities had been established.

We obtained a copy of Texas Blue Shield's report (list-
1ng of physicians whose services or charges exceed the
norms) and selected from the report 50 physicians, to deter-
mine whether unnecessary medical services had been rendered
The report showed that 42 of the physicians had exceeded
more than one norm, as follows"

Number of
Number of norms
physicians exceeded
1 4
21 3
20 2
8 1

On the basis of our review of the information avail-
able from Texas Blue Shield, we could not establish con-
clusively whether any medical services had been rendered un-
necessarily. We noted, however, unusual patterns of ser-
vice by some physicians, which, we believe, might involve
unnecessary services. Some examples of these patterns of
service follow.

Physician A

This physician submitted claims for daily hospital
visits to several of his patients for periods from 12 to
23 consecutive months ended with May 1968, as follows



Number of

consecutive months Total Total
during which daily number charges
Patient visits were claimed of visits for visits

A 23 699 $3,495
B 23 699 3,495
C 23 699 3,495
D 23 699 3,495
E 23 700 3,500
F 14 427 2,135
G 12 366 1,830

All the patients were i1n the same hospital, except patient F
who was confined in a hospital located about 63 miles away
The Texas Blue Shield report showed that this physician had
made 4,056 Medicare charges, totaling about $21,987, for

129 patients during the 8-month period covered by the report.

Physician B

This physician appeared to be performing an unusual
number of laboratory examinations. Further, it appeared
that husbands and wives were receiving almost identical
examinations. For example, one such couple was provided
with the following services during an ll-month period at a
total cost of $731. Further, for 2 consecutive months,
August and September 1967, they received the same services
on the same day.

Office 1Injec- Laboratory Electro- Chest
visits tions examination cardiogram X-rays
1967 H W H W

Jan.
Feb.
Apr.
June
Aug.
Sept.
Nov.

Total

"Ullhxk'P‘FJFJI '
"¥~1H‘P‘P'P‘l o
P RN
“U1IP‘H'P'P‘P‘I '
"%§l0\¥~#~c\£-uzun jm
lt3l03¥~#~U1¥~bJ¥* |=
"O\ll (ol ol o e e e
"0\'H'P‘b’h‘k'll4 | =
“\JIP‘P‘P‘P‘P‘F‘PJ (fus
"\IIP'P'P‘P‘P‘P‘F‘ | =t

Notes.
H--Husband
W--Wife



Physician C

This physician charged 10 nursing-home patients a total
of $450 for weekly visits during the months of September and
October 1967. Another patient was charged $120 for daily
nursing-home visits during October 1967, During the 8-month
period covered by the report, this physician made 2,744 Medi-
care charges, totaling about $14,734, for 112 patients, The
medical director of Texas Blue Shield advised us that the
normal practice was to visit nursing-home patients monthly,

Our findings were discussed with the medical director
of Texas Blue Shield in August 1968, at which time he stated
that the three cases cited above would be investigated, He
advised us that some physicians had been investigated be-
cause claims examiners had questioned the nature of their
charges and that some of the physicians' claims had been
turned over to SSA., We were advised that a second report,
listing the names of those physicians whose services or
charges exceeded predetermined norms, would be prepared, at
which time Texas Blue Shield's procedures for the identifi-
cation and control of unnecessary medical services would be
formalized.

On September 30, 1968, we met again with Texas Blue
Shield's medical director to discuss the status of its pro-
cedures for identifying and controlling unnecessary services
and its investigations of the three cases previously dis-
cussed in this report. He advised us that each physician
associated with those cases had been consulted and that
these physicians would take a closer look, in the future,
at the medical necessity of the services to be provided,
Further, one physician (physician A above) had found a mis-
take in billing for one of his patients (patient F above)
and agreed to refund the amount ($2,135) paid on behalf of
that patient. The medical director advised us also that his
staff would make follow-up inquiries on these three cases.
He advised us further that the procedures for identifying
unnecessary services had not been fully implemented but
soon would be,

In June 1970, we were advised by an HEW official that
Texas Blue Shield was employing a system of postpayment
electronic data processing (EDP) utilization screens to de-
tect unnecessary medical services and expected to employ
prepayment screens within a relatively short time,
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AGENCY COMMENTS AND GAO EVALUATION

In June 1970, the Assistant Secretary, Comptroller,
HEW, advised us that, after the period covered by our review,
Texas Blue Shield had revised its claims-processing proce-
dures and had taken some steps to correct or minimize the
deficiencles noted during our review He also stated that
SSA had taken many actions to improve claims processing and
administration of the supplementary medical insurance pro-
gram by all carriers

The Assistant Secretary, Comptroller, stated that SSA
had been continually assessing and seeking ways to improve
the effectiveness of its surveillance activities Onsite
SSA representatives have been placed at all the larger car-
riers to study all facets of the carriers' claims-processing
activities, and SSA plans to place an additional onsite rep-
resentative at Texas Blue Shield to work solely on part B
activities Also, systems technicians are being placed in
each SSA regional office to assist in evaluating claims and
data processing systems, as well as any changes to the data
processing systems that may be contemplated.

We were advised that the duplicate-payment problem was
not peculiar to Texas Blue Shield but that the problem had
been brought under control Carriers have made systems im-
provements to conform with SSA specifications and have re-
fined their duplicate-claims detection screens and proce-
dures Other carriers have installed the computerized
claim-processing system (part B model system) developed by
SSA

We were advised by the Assistant Secretary that, to
ensure that all carriers had effective controls to minimize
payments for unnecessary medical services, SSA issued 1n-
structions in February 1970 that set out specific minimum
prepayment and postpayment controls which must be built into
each carrier's control system. Also, SSA has been moving
to ensure that carriers obtain adequate information on the
nature and frequency of services before program payments are
made and 1is reviewing and reassessing 1ts instructions to
make sure they do not leave undue room for carrier interpre-

tation
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We recognize that since 1967 Texas Blue Shield has
revised 1ts claims-processing procedures and has taken steps
to minimize or prevent the payments of Medicare claims in
amounts that exceed those which 1t had determined to be
reasonable for the services provided. Texas Blue Shield
has taken steps also to reduce duplicate payments and pay-
ments for unnecessary medical services, Nevertheless a re-
view of Texas Blue Shield activities which SSA completed in
October 1969 showed that, subsequent to the implementation
of the revised claims-processing procedures, certain prob-
lems still existed. adequate determinations c¢f the rea-
sonableness of charges for certain types of medical ser-
vices were not being made, duplicate payments were still
being made, and an effective method of minimizing payments
for unnecessary medical services had not yet been imple-
mented,

We recognize also that other carriers and SSA have
taken steps which should minimize or prevent some of the
claims-processing problems noted during our review  Accord-
1ng to SSA records, however, some other carriers, as of
April 1970, were still not making the reasonable-charge de-
terminations required by SSA criteria even though they had
been participating in the Medicare program from its 1ncep-
tion i1n June 1966  SSA records show that as of April 1970
some other carriers had not instituted appropriate safe-
guards against payments for unnecessary medical services,
even though the program had been in effect over 4 years
SSA's contract performance review teams are still noting
coding and recording errors in their routine reviews of the
carriers' claims-processing activities

Therefore 1t appears that some of the problems noted
during our review still persist at some carriers and that
some effort is needed on the part of both the carriers and
SSA to further improve claims-processing activities under
the supplementary medical insurance program.

CARRIER'S COMMENTS

Comments on the matters discussed in our report were
requested from Texas Blue Shield in February 1970, but as
of October 30, 1970, we had not received any written com-
ments from the carrier
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In March 1970, we met with Texas Blue Shield officials
to discuss our findings and to explain the basis for our
conclusions. At that time Texas Blue Shield officials dis-
agreed with the statistical methods we used and questioned
the validity of audit findings derived from our statistical
sample.

Texas Blue Shield was subsequently furnished with de-
tailed information as to the statistical methods we used 1in
selecting and validating the sample of claims reviewed and
as to the basis we used for arriving at the dollar estimates
in our report. We met with Texas Blue Shield officials
again in April 1970 and further explained our sampling and
estimating methods.

In view of the amount of time that has passed since
our discussions with Texas Blue Shield officials, we con-
cluded that 1t did not wish to make any formal comments
concerning our findings, conclusions, and recommendations.

CONCLUSIONS

We believe that there 1s a need for more effective sur-
veirllance by HEW of carriers' claims-processing activities.
Although prior to the completion of our review HEW auditors
and SSA contract performance review teams had made reviews
of Texas Blue Shield's activities, our review indicated
that i1mprovements were needed in the carrier's claims-
processing activities, Subsequent to the completion of our
review, SSA made a second contract performance review at
Texas Blue Shield and reported that as of October 1969 there
was a need for further improvements in the carrier's claims-
processing activities, particularly with respect to de-
tecting and preventing duplicate payments and payments for
unnecessary medical services,

We believe also that such audits and contract perfor-
mance reviews and related reports can help improve admini-
stration of the Medicare program but that such reviews
should not be considered substitutes for sound management
practices necessary to ensure that the carriers are dis-
charging their responsibilities in accordance with appli-
cable law and regulations.
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Various committees and members of the Congress have
expressed concern over the rising costs of medical care
under the Medicare program. We believe that, through more
effective surveillance of the claims-processing activities
of carriers under part B of the Medicare program, HEW could
make a significant contribution toward minimizing unwar-
ranted payments and thereby help keep Medicare costs to the
minimum necessary for effective and efficient administra-
tion of the program.

Although the deficiencies in claims-processing activi-
ties noted during our revievw related only to the activities
of Texas Blue Shield, we believe that similar deficiencies
may exist at other carriers

We believe further that the effectiveness of the man-
agement of the Medicare program would be significantly im-
proved and that the cost of the program could be reduced if,
in the future, prompt and effective corrective actions were
to be taken concerning known deficiencies whether disclosed
by HEW audits, SSA contract performance reviews, or other
means  Therefore we believe that HEW should undertake
closer and more effective surveillance of carriers' claims-
processing activities with the objectives of timely disclo-
sure of significant deficiencies and the initiation of
prompt and effective corrective action.

Although the carrier and SSA have taken, or have agreed
to take, corrective action with respect to the deficiencies
we noted, we believe that HEW should evaluate the effective-
ness of the corrective action taken or promised.
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RECOMMENDATIONS TO THE SECRETARY OF HEW

We recommend that the Secretary of Health, Education,
and Welfare take appropriate measures to provide for

--more effective surveillance by SSA of carriers'
claims-processing activities;

--an evaluation by SSA of the effectiveness of the cor-
rective action taken or planned by Texas Blue Shield
to i1mprove claims processing, detect duplicate claims,
and minimize payments for unnecessary medical ser-
vices; and

--a review and evaluation of SSA's current regulations
which allow carriers to make certain assumptions con-
cerning the nature and extent of services provided,
to determine how much latitude the carriers should
have in determining the reasonableness of charges.
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CHAPTER 4

NEED TO STRENGTHEN CONTROLS QVER

CARRIERS' SUBCONTRACTING ACTIVITIES

We believe that there 1s a need for SSA to strengthen
1ts controls over the subcontracting activities of 1its car-
riers, to minimize the possibilities of the carriers' en-
tering into contractual arrangements which may result in ex-
cessive costs to the Medicare program,

Texas Blue Shield subcontracted for the performance of
a substantial portion of 1ts Medicare claims-processing ac-
tivities without obtaining prior approval from the Secretary
of HEW. Also, Texas Blue Shield did not provide for the
Secretary and GAO to have access to, and the right to ex-
amine, the subcontractor's cost records, contrary to its
contract with the Secretary of HEW. The fact that Texas
Blue Shield had not fully complied with the provisions of
1ts contract with the Secretary of HEW was brought to the
attention of SSA officials by an HEW Audit Agency report is-
sued 1n October 1967.

As a result, SSA was committed to make payments which
could have amounted to as much as $6 million during the
4-1/2-year period covered by the subcontracts without having
contractual authority to enable i1t to review the subcontrac-
tor's pertinent cost records to determine the reasonableness
of the subcontractor's charges. Because the subcontract did
not provide for GAO to have access to the subcontractor's
cost records and because the subcontractor would not give GAO
access to 1ts records voluntarily, we could not evaluate the
propriety and reasonableness of the subcontractor's charges
to the Medicare program. The HEW Audit Agency, in 1its ef-
forts to review and evaluate the reasonableness of Texas
Blue Shield's administrative costs, was also denied access
to the subcontractor's pertinent cost records.

Furthermore, included in the possible payments of
$6 million was $250,000 which SSA was committed to pay to
the subcontractor for the development of a computer program
and system of EDP procedures for processing medical claims
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at Texas Blue Shield. Because title to the program and sys-
tem was vested in the subcontractor, the program and system
cannot be made available for use without the subcontractor's
permission or without cost to other carriers to achieve
savings 1n developing their computer programs.

We believe that the disputes clause i1ncluded in Texas
Blue Shield's contract with the Secretary of HEW does not
provide SSA with an adequate means for determining how much
the carrier should be reimbursed for its services, or the
services of subcontractors, in situations where the carrier
has not fully complied with the provisions of 1ts contract.

The current contracts between the Secretary of HEW and
the carriers provide, in part, that:

"If the Secretary and the carrier are unable to
agree upon a final determination of the adminis-
trative cost of the Carrier for a particular pe-
riod, the Secretary shall determine such admin-
istrative costs for such period and inform the
Carrier *¥¥!1,

The Secretary's determination of costs 1s subject to appeal
by the carrier. This contract provision 1s similar to the
standard disputes clause, generally included in Government
contracts, whereby disputed issues of facts arising under
the contract are unilaterally decided by the contracting

of ficer subject to the contractor's right to appeal to the
agency head, except that 1t 1is limited to disagreements over
the final determinations of Medicare administrative costs.

Our findings are discussed in greater detail in the
following sections of this chapter,

SUBCONTRACTING BY CARRIER FOR
DATA PROCESSING SERVICES

Texas Blue Shield's contract with the Secretary of HEW
provides, 1in part, that the carrier not enter into subcon-
tracts for any of i1ts functions under the contract or into
fixed-price purchase orders in amounts over $25,000 unless
approved by the Secretary. The contract provides also that
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all such subcontracts include an access-to-records clause
which gives the Secretary of HEW and the Comptroller General
of the United States access to, and the right to examine,
pertinent books and records of the subcontractors involving
transactions related to the subcontracts

During the period June 1966 through January 1968, Texas
Blue Shield entered into a series of subcontracts with Elec-
tronic Data Systems Corporation (EDS) for furnishing data
processing services to Texas Blue Shield for its Medicare
program activities and for its commercial business.

The last of these subcontracts,which was awarded 1in
January 1968, covered all the data processing services being
furnished by EDS to Texas Blue Shield, Under this subcon-
tract, EDS was responsible for performing a significant por-
tion of the Medicare claims-processing functions of Texas
Blue Shield.

Texas Blue Shield had not obtained the Secretary of
HEW's approval of these subcontracts, although such approval
was required by its contract with the Secretary. Also, none
of the subcontracts contained the required access-to-records
clause. The HEW Audit Agency, in 1its report to SSA dated
October 1967, stated that, because access to the subcontrac-
tor's records was limited and because no written records of
the contract negotiations were avallable, it had been unable
to determine the reasonableness of the cost of the services
provided by EDS,

In November 1967, SSA proposed to Texas Blue Shield
that 1t (1) draft a subcontract for the needed data process-
ing services and furnish a copy to SSA, (2) obtain cost pro-
posals from several data processing firms after SSA agreed
to the terms of the subcontract, (3) submit the firms' pro-
posals to SSA with a recommendation as to which firm should
be selected and why, and (4) negotiate in good faith with
SSA the amount which SSA would pay for the EDS services pro-
vided from the beginning of the program through December 1967.
S8A's proposal, which was made prior to the award of the
January 1968 subcontract by Texas Blue Shield, was the begin-
ning of extensive discussions and negotiations--which
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continued for over 2 years--between SSA and Texas Blue
Shield to resolve their differences concerning the carrier's
subcontracts with EDS.

During this period, SSA maintained that (1) prior ap-
proval of the subcontracts was required, (2) the cost of the
EDS services greatly exceeded the cost of comparable work
performed by other carriers, and (3) Texas Blue Shield should
be reimbursed only for the reasonable value of the services
provided During the same period, Texas Blue Shield main-
tained that prior approval of the EDS contracts was not man-
datory since the agreements were not primarily for Medicare
work and that 1t should be reimbursed the full amount of the
subcontract price related to 1ts Medicare work

The medical director, Texas Blue Shield, advised us 1in
November 1968 that Texas Blue Shield had assumed that the
requirement that an access-to-records clause be included 1in
each subcontract applied only when prior approval of the
subcontract also was required Texas Blue Shield since it
believed that the EDS subcontracts did not require prior ap-
proval by SSA, had concluded that the access-to-records
clause was not necessary

We believe 1t 1s significant to point out that Texas

Blue Shield, although SSA had instructed i1t in November 1967
that prior approval of subcontracts for EDP services was re-
quired, had negotiated and awarded a new subcontract to EDS,
effective January 1968, which provided for the transfer of
total responsibility for its data processing activities to
EDS The new subcontract was not submitted to HEW for ap-
proval and did not include the required access to records
clause

Also, 1n February 1968 SSA advised Texas Blue Shield
that the computer program and the system of EDP procedures
developed by EDS to process Medicare claims should become
the property of the Federal Government, since the cost of
development was borne by the Government The cost of this
work performed by EDS amounted to about $250,000 SSA was
advised i1n March 1968 by Texas Blue Shield that it did not
agree that the Government should receive title  SSA was not
advised by Texas Blue Shield, however, that the January 1968
subcontract with EDS provided that the title to the computer
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program and system of EDP procedures be vested in EDS. As
@ result, SS5A cannot make the computer program that was de-
veloped with Medicare funds available for use without the
permission of EDS or without cost to other carriers to
achieve savings 1in their computer program development costs
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SSA ACTION TO RESOLVE PROBLEMS
RELATING TO CARRIER'S SUBCONTRACTS FOR
DATA PROCESSING SERVICES

After severdl unsuccessful attempts to obtain cost
data from EDS for use in determining actual costs relating
to the EDS subcontract, SSA decided to reimburse Texas Blue
Shield on a quantum meruit basis (a reasonable value for
the services provided) for the services obtained from EDS.
SSA concluded that the best evidence of reasonable value
would be the amount paid by other carriers for comparable
services

Early in 1969, SSA compared the amount EDS was charging
Texas Blue Shield for data processing services with the
amount Electronic Data Systems Federal Corporation (a wholly
owned subsidiary of EDS) was charging Pennsylvania Blue
Shield for similar services. On the basis of 1ts comparison,
SSA concluded that the maximum amount which Texas Blue Shield
should be paid was $0.706 for each claim processed.

Also, 1n 1969 the California Physicians' Service, an-
other Medicare carrier, entered into a contract with EDS
Federal Corporation for data processing services similar to
those being provided in Pennsylvania and Texas by the corpo-
ration. This contract provided that, for processing a vol-
ume of claims comparable to that processed in Pennsylvania
and Texas, the corporation would be paid about $0.66 for
each claim processed, which appears to be in line with the
amount SSA proposed to pay Texas Blue Shield. The Califor-
nia and Pennsylvania contracts were submitted to SSA for ap-
proval, and both contracts have appropriate access-to-
records clauses,

In June 1969, SSA advised Texas Blue Shield that 1t
would be paid at the rate of $0.706 for each claim for costs
incurred under the EDS subcontract for the 18-month period
January 1, 1968, to June 30, 1969. GSSA advised Texas Blue
Shield also that SSA could not agree to the continuation of
the existing subcontract with EDS, that 1t was understood
that a new subcontract was being drafted for SSA's approval;
and that, 1f the proposed settlement was unacceptable, the
1ssue should be submitted to the Armed Services Board of
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Contract Appeals which has been designated by the Secretary
of HEW to hear and determine contract appeals.,

Texas Blue Shield then advised SSA that 1t would ap-
peal the decision regarding the rate of payment and that
discussions were under way with the Undersecretary of HEW,
which Texas Blue Shield hoped would lead to a reconsidera-
tion of this matter.

Carrier to be reimbursed full contract price

In October 1969, SSA changed 1ts earlier decision re-
garding the rate of payment and advised Texas Blue Shield
that 1t would be paid at the rate of $0.855 for each claim
processed, as stipulated in the EDS subcontract, This de-
cision will result in SSA's paying about $585,000 in excess
of the amount which 1t would have paid on the basis of
$0.706 for each claim, for the services provided by EDS.

In December 1969, SSA officials informed us that, after
Texas Blue Shield had given notice of its intent to appeal
SSA's decision, SSA had reviewed the entire record concern-
ing the amounts claimed by Texas Blue Shield for EDS ser-
vices, including 1ts performance record and its total
claims-processing costs compared with those of other car-
riers. These officials informed us also that SSA had con-
cluded that the amounts claimed were not unreasonable and
had decided to pay for the services at the full rate pro-
vided for in the subcontract.

SSA's determination of the amount which would be paid
to Texas Blue Shield, however, did not involve an examina-
tion into the costs incurred by EDS Federal Corporation in
providing computer services to the other carriers where
they had the right of access to the cost records. Therefore
we have some doubt as to whether SSA should have agreed to
pay the full cost specified in the Texas Blue Shield con-
tract with EDS,

In August 1970, SSA officials advised us that Texas
Blue Shield had entered into a new subcontract with EDS,
which provided for an average payment rate of about $0.75
for each claim processed and that the subcontract had been
approved by SSA in March 1970. We were advised also that
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the new subcontract contained the appropriate access-to-
records clause,

AGENCY COMMENTS AND GAO EVALUATION

In response to our suggestion that SSA strengthen its
controls over the subcontracting activities of i1ts carriers
by clarifying the circumstances under which prior approval
of subcontracts i1s mandatory, the Assistant Secretary,
Comptroller, HEW, advised us in June 1970 that SS5A was ne-
gotiating revisions to the applicable provisions of its
contracts with the carriers. He stated that the revisions
would require the carriers to submit for review and appro-
val subcontracts involving a major function or substantial
Medicare funds, particularly those involving EDP, audit, or
management consultation,

We were advised also that SSA had issued instructions
1n November 1969 requiring carriers wishing to contract for
part B EDP systems to prepare specifications and to secure
written proposals from the firms which are able to supply
a suitable system and the type of services needed.

CONCLUSIONS

We believe that SSA should further strengthen 1ts con-
trols over the subcontracting activities of 1its carriers
by broadening the scope of the disputes clause, which 1s
currently made a part of each carrier's contract, to cover
all other areas of disputes, except for directives and reg-
ulations governing the administration of the program and
contract terminations which are specifically covered by
other provisions in the contracts. Such a clause would pro-
vide SSA's contracting officer with an administrative pro-
cedure, which he does not now have, for the settlement of
disputes arising under the contracts.

The current disputes élause included in the carriers'
contracts with the Secretary of HEW provides only for the
settlements of disagreements over the final determination
of administrative costs. The clause does not, in our opin-
10n, provide SSA with an adequate means for determining how
much carriers should be reimbursed in situations where they
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have not complied with the provisions of their contracts
with the Secretary of HEW.

In August 1970, we discussed with officials of the HEW
General Counsel's Office the merits of broadening the
carrier-contract-disputes clause to cover all disputes of
fact arising under the contracts. Although these officials
did not agree to the use of the standard disputes clause,
they did agree to consider the desirability of expanding
the language of the current clause to include disputes over
other i1ssues of fact arising under the contracts, Further-
more, they indicated that directives, instructions, and
regulations issued by the Secretary of HEW for the adminis-
tration of the Medicare program should be specifically ex-
cluded from consideration under the disputes clause, because
this exclusion would prevent the carriers questioning and
otherwise challenging these directives and instructions.

RECOMMENDATIONS TO THE SECRETARY OF HEW

We recommend that the Secretary of Health, Educat:ion,
and Welfare take appropriate action to provide for further
strengthening of HEW's controls over the subcontracting ac-
tivities of carriers by

--clarifying the circumstances under which prior ap-
proval by SSA 1s required for subcontracts awarded
by 1ts Medicare carriers and

--broadening the disputes clause in the carriers' con-
tracts with HEW to cover all disputes except matters
relating to the Secretary's directives and regula-
tions governing administration of the Medicare pro-
gram and termination of the contracts,
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CHAPTER 5

SCOPE OF REVIEW

Our review was made at the SSA Central Office in
Baltimore, Maryland; the SSA Regional Office in Dallas,
Texas, and at Texas Blue Shield, Dallas, Texas. Our review
was concerned principally with the manner in which Texas
Blue Shield processed claims for supplementary medical in-
surance benefits, except for certain types of claims for
services rendered by hospital-based physicians, and with its
procedures designed to minimize payments for unnecessary
medical services, Our review was concerned also with the
carrier's contractual arrangements for data processing ser-
vices and the reasonableness of the charges for these ser-
vices, We did not review other aspects of the administra-
tion of the Medicare program by SSA or Texas Blue Shield,

To evaluate the propriety and accuracy of claims pro-
cessed by the carrier, we used generally accepted statisti-
cal methods to select a random sample of the 274,400 claims
processed during September, October, and November 1967,

Our sample consisted of 400 claims, all of which we exam-
ined for evidence of duplicate payments and 100 of which we
examined i1n detail for propriety and accuracy of payments,
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APPENDIX I

Page 1
DEPARTMENT OF
HEALTH, EDUCATION, AND WELFARE
WASHINGTON
OFFICE OF
THE SECRETARY
JUN 22 1970

Mr. Philap Charam

Associate Director, Civil Division
Unaited States General Accounting Office
Washington, D.C. 20548

Dear Mr. Charam-

Enclosed are the Department's comments on GAO's draft audat
report entitled, "Administration of Supplementary Medical
Insurance Benefaits Under the Medicare Program in the State
of Texas."

Initially, you asked that we solicit comments from Texas

Blue Shaeld and that we evaluate these comments before
furnishing our own views. §Subsequent to our request to

Blue ghield, a meeting was held in Dallas, which was attended
by GAO representataives At this meeting, the carrier indicated
disagreement with GAO's statistical methodology and gquestioned
the validity of audit findings deraved from the statistical
samples. The carrier has now advised us 1t cannot furnash
written comments in time to meet the target date established
by GAO because of the extent of work necessary to resolve the
facts, including the need to recall claims in question from the
Federal Records Center for reexamination.

In accordance with discussions with Mr. Rother of your staff,
therefore, we have gone ahead and prepared our reply without
having received formal comments from Blue Shield. The enclosure
gaves the Department's position on the specaific recommendations
in your report.

Sincerely yours,

~

A Cc

ames F elly
\J//ASSlStant Secr tary, Comptroller

~

Enclosure
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ADMINISTRATION OF SUPPLEMENTARY MEDICAL INSURANCE BENEFITS
UNDER THE MEDICARE PROGRAM IN THE STATE OF TEXAS
(GAO Draft Report Transmitted February 16, 1970)

The audit findings are deraved from small samples of claims spproved
for payment by Texas Blue Shield two and one-half years ago (during
September, October, and November 1967). Because of this long lapse

of time, the recommendations are not entirely relevant or meaningful
in terms of current conditions  Since 1967, Texas Blue Shield has
revised i1ts entire claims processing procedures. In addition, the
Social Security Administration (SSA) has taken meny actions to

improve claims processing and administration of supplementary medical
insurance benefits among all carriers. Qur comments on the indivaidual
recommendations follow

1. Secure more effective surveillance of the carriers' claims
procesgsing activities

SSA has been continually assessing the effectiveness of 1ts
surveillance activities and seeking ways to make them more
effective As an outgrowth of this continuing evaluation,

we have placed onsite representatives at all of the larger carriers
and intermediaries. At present, the representative at Texas Blue
Cross-Blue Shield i1s responsible for the day-to-day surveillance
of the total program, including both Part A and Part B activitaies.
In order to further strengthen this activity, we plan to place

an additional onsite representative at Texas so there will be

one man givang sole attention to Part B actavities

It 18 the responsibility of the onsite representative to study in
depth all facets of the carrier's claims processing activities.,
This 1s accomplished through case review at various stages of the
process ag well as interviewing personnel, evaluating training
guides and oral directions given to personnel, and analyzing
procedures and policies to ensure that the process 18 being
effectively managed and that SSA directives are followed

In addition, a systems technician is being placed in each Bureau
of Health Insurance (BHI) regional office. These technicians
will assist onsite representatives and other regional office
staff 1n evaluating on an ongoing basis carriers' claims and
data processing systems, as well as any changes that may be
contemplated.

The above techunigues for the surveillance of carrier activities
are in addition to contract performance reviews by specially
trained SSA teams, audits by the HEW Audit Agency, the use of
operating pars, quantitative standards, and required periodic
reports from carriers to measure performance, introduction of
test claims i1nto carrier systems, and other surveillance measures.
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Evailuate the effectiveness of the corrective action taken or
planned by the carrier to improve claims processing

To prevent payments of claims i1n excess of reasonable charges,
the carraer has eliminated tolerances in making reasonable
charge determainations It has also gaven additional training
to the coding staff, which enters into the processing system the
basic data on which reasonable charge determinations are made,
and has set up a qualaty control system

To prevent paying claims without proper documentation, the
carrier now requires identification of all services prior to
payment For example, the payment for questionable vitamin

B-12 ingjectiong has been eliminated through proper i1dentification

Evaluate the effectiveness of the corrective action taken or
planned by the carrier to detect duplicate claims

Generally, we feel that the carrier now has a satisfactory
method for duplicate claim detection  The Texas Blue Shaeld
duplicate claim detection EDP screen consists of claim number,
date of service, suppller/doctor number, and type of service
Any claim for services failing these edite is i1dentified as a
possible duplicate and routed to a specialized group in the
Suspense and Reentry Unit for a clerical examination and a
positive determination of whether it is a duplicate As a
part of this process, the computer identifies the other claims
suspected as being involved in the duplicate As indacated
above, steps also have been taken to control coding errors,
thus minimizing the chance of duplicates passing undetected

With respect to the duplicate payments made during past
periods, the carrier has been directed to develop a program
for identafying the duplicates and to estimate the cost of
recovery and the time required to complete recovery

The duplicate payment problem was not peculiar to Texas Blue
Shield In 1966 and 1967, the first years of operation for the
Medicare program, this was identified by SSA as one of the initial
problems at other carriers as well Some duplicate claims are
inherent in administration of the medical insurance program because
of the provision that a claim may be filed by either the patient
or his physician. However, the problem of duplicate payment of
such claims has been brought under control (Carriers have made
systems improvements to conform to our specifications, duplicate
detection screens and procedures have been refined  Other
carriers have installed the Part B Model System that was

developed by SSA
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Evaluate the effectiveness of the corrective aclion taken or
planned by the carrier to minimize unnecessary utilization of
medical services

Texas Blue Shield is now employing a system of postpayment EDP
utilization sereens and expects to have prepayment screens
within a relatively short period of time. The postpayment
screens i1dentify physicians who exceed established parameters.
Thege parameters relate to such items as an unusual incidence
of performance of particular procedures, of services per
patient, of total payment per patient, and of total medical
reimbursement. The screens also identify instances where a
questionable number of different physicians baill for services
to a particular beneficiary in a guarter. Billings identifired
by these screens are subjected to special scrutiny to ensure
that medical services are not being unnecessarily utilized,
The agency algo has xmproved i1ts guidelines and training for
claims processors.

To ensure that all carriers have effective comtrols to prevent
overutilization of medical services, BHI issued instructions

(Part B Intermedaery Ietter TO-5) that set out specific prepayment
and postpayment controls wnich must be burlt into each carrier's
system as a bare minimum, Carriers were required to report on the
status of any action needed to assure that effectave utilazation
safeguards are part of their ongoing claims process.

Fvaluate the latitude that should be allowed to carriers in
making reasonable charge determinations

SSA has been moving, as recommended, to ensure that carriers
obtain adequate information on the nature and freguency of
gservices before they make program payments.

Section 6712.4 of the Part B Intermediary Manuel provides in
effect that to determine reasonable charges the carrier must

know the relevant factors, such as the nature and number of
services rendered However, i1t also provides that  "Where

the claim does not clearly specify the nature and frequency

of the services rendered, or wnere there 1s any question

about whether the same service was rendered each time, the

carrier should eather obtain this information or use i1ts

Judgment and general knowledge of the fee charging practices of
the physaician . . to resolve the guestion. In either case,

the carrier must be able to document what information was obtained
and/or what 1ts judgment was." This provision was intended to
avoid unnecessary checks of hospital records ox contacts with the
physician when information needed to properly process a claim

can be established in some other way. An additional consideration
was that requiring physicians to list specific services to each
inpatient could lead to a fragmentation of their package charges,
and thus to an ncrease in program costs.
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We thaink any problem with regard to Seection 6712.4 1s not so
much related to the intent or substance of the instruction
1tself, as to the need to meke sure it 1s properly applied
To ensure this, BHI 1s reviewing and reassessing all of its
instructions to make sure they do not leave undue room for
carrier "interpretation.”

We have already determined that more work needs to be done
where carrier judgment is permitted in making reasonable
charge determinations for package charges, per diem charges
(made whether or not services were rendered on any given day),
and combined charges for services rendered during an inclusive
period. In addition, where carriers use jJudgment, they have
not always properly documented their records to show the basis
for their determinations

We have already asked carriers to pinpoint charges for services
actually rendered as opposed to merely accepting global fees
Tor inpatient hospatal vaisats. As thais specifically concerns
teaching physicians, we issued Intermediary Letter No. 372 to
the carriers in April 1969 to increase their documentation
substantiating charges made for inpatient hospital visits.

BHT 1s now developing a manual instruction on verifying charges
for actual visits shown on a claim, and for verifying the
frequency of vaisits in per diem charge claims where the
carrier has reason to suspect that visits were not made
frequently enough to support the per diem charge.

Strengthen controls over the gubcontracting activities of
carri€rs by clarifying the circumstances under which prior
approval by SSA i1s required for subcontracts awarded by i1ts
Medaicare carriers

Language 1n our present agreements with Part B carriers and
Part A intermediaries provades that the contractors cannot
subcontract functions without the Secretary's approval. It
also provides that purchase orders for supplies, eguipment,

and services and leases for equapment must have the wraitten
approval of the Secretary aif such items are pramarily to be
used for the administration of the agreement and exceed $25,000
on a fixed fee basis or, regardless of cost, 1f they are on a
cost or cost plus fixed fee basis.

In practice, we found that these requirements for the Secretary's
approval were subject to anterpretation as to the definition of
"function" and that they also did not braing to us for prior
approval subcontracts where less than half the work wag for
Medicare purposes even though the amount of Medicare costs
1nvolved were substantial. Consequently, in order to provide

for more effective management and cost control of carrier
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(and 1ntermediary) subcontracts, we are negotiating revisions
to the applicable provisions of our agreements with carriers
(and antermediaries). The revisions being negotiated would
requaire the contractors to submit for review and approval those
subcontracts involving a major function or substantial Medicare
funds, particularly those anvolvang EDP, audit, or management
consultation. At the same time, we wash to leave to contractor
dascretion those subcontracts of lesser functional significance
or cost to Medicare.

A further step in tightening up our control over carriers who
wish to contract for Part B EDP systems now available on the
market was taken November 5, 1969. An instruction was issued
at that time requiring the carriers wishing to contract for a
Part B system to prepare specaifiecations and secure written
proposals from firms in the market that are able to supply a
suirtable system and the type of service needed. It was not
feasable to take this step earlier because prior to that time
there was only one firm which was offering to install and
operate a Part B system.

dee GAO notei7

GAO note. Deleted comments relate to matters pPresented
in draft report that have been revised.
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APPENDIX II

PRINCIPAL OFFICIALS
OF THE
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
RESPONSIBLE FOR ADMINISTRATION OF THE ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office

From To
SECRETARY OF HEALTH, EDUCATION,
AND WELFARE.
Elliot L. Richardson June 1970 Present
Robert H, Finch Jan, 1969 June 1970
Wilbur J, Cohen Mar, 1968 Jan. 1969
John W. Gardner Aug, 1965 Mar. 1968
COMMISSIONER OF SOCIAL SECURITY.
Robert M. Ball Apr, 1962 Present
DIRECTOR, BUREAU OF HEALTH IN-
SURANCE (note a):
Thomas M, Tierney Apr, 1967 Present
Arthur E, Hess July 1965 Apr. 1967

®The Bureau of Health Insurance was a part of the Bureau of
Disability and Health Insurance until September 1965, At
that time, separate bureaus were established to handle the
functions of the disability program and the health insur-
ance program,

US GAO Wash,DC
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